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Welcome to the 
Insurance Industry 



Purpose of 
This Booklet 

This booklet introduces the 
insurance business and provides 
a broad understanding of the 
meaning, characteristics, 
organization, products, anc 
functions of the industry. After 
stucfying the booklet, the reader 
can expect to have attained 
general knowledge of how 
insurers operate. 



Many people in various job 
descriptions participate in the 
development, issuance and sale 
of insurance products. This 
introduction to insurance will 
aid the reader in understanding 
the diversity of these coopera- 
tive activities and of the way 
they contribute to the pro- 
tection of consumers from 
various types of financial loss. 



The educational staff of the 
Health Insurance Association 
of America (HIAA), together 
with Association colleagues and 
industry people who cooperated 
in development of this booklet, 
hope that it will stimulate 
interest in the insurance busi- 
ness, encourage further study 
about it, or be initial 
step toward a rewarding career 
in an exciting and changing 
industry. 
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Chapter 1 7 

What is 
Insurance? 



Economic L)ss 

Hazard 

Insurance 

Premium 

Rating 

Risk 

Risk Management 
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Afier completion of Chapter 1, a student Jioula 
be able to: 

. . . explain the concept ofbisurance 
. . . exphan what constitutes an insurable risk 
. . . state titree uses of an insurance premmm 
. . . give evidence for tiie usefulness (^insurance 



What is 
Insurance? 

Insurance is a PLAN of RISK 
MANAGEMENT that, for a 
price, offers the insured an 
opportunity to share the costs 
of possible ECONOMIC LOSS 
through an entity called an 
INSURER. 

... A Plan of 
Risk Managemenc 

The importance of planning 
even simple activities is a 
recognized need in daily life. 
How much more essential is an 
overall IL'etime plan, one that 
includes accessing and assign- 
ing portions of financial 
resources to goal accomplish- 
menL A part of this planning 
includes making provisions for 
eventualities tliat mighi* inter- 
fere \wth goal fialfillment and 
require re-direction of finandal 
resources. These eventualities, 
called RISKS, involve the 
possibflity of ECONOMIC 
Ii)SS— the unintentional 



parting with something of 
monetary value. A person 
protects against such financial 
losses when evolving a lifetime 
plan tiirough the concept of 
INSURANCE. 

RISKS, or HAZARDS, as 
they are sometimes called in 
the insurance industry, include 
personal, property, and liability 
risks. Th^ risks can be 
handled through proper 
planning, or RISK 
MANAGEMENT. 



RJSK MANAGEMENT 
is an organized p/ar 
of financial protection 
that persons devise to 
deal with life's 
common hazards. 



Insurance is an important 
part of managing the three 
main categories tliat involve 
risks. 

. . . Personal risks— 

including the uncertainties 
surrounding loss of life, health 
or income due to untimely 



death, illness, disability, 
unemployment or old age. 

. . . Property risks- 
dealing with direct or indirect 
losses to persopid or real 
property due to fire, wind, 
acddent, theft and other 
hazards. 

• . . Liability' risks- 
involving losses due to n^ 
gence resulting in bodily harm 
or property damage to others. 
Such damage could be caused 
by an injury on one's own 
property, by an automobile, 
by pnolessional misconduct, etc. 

These tiiree types of risks are 
considered insurable because 
they are pure risks. Pure risks 
are accidental and uninten- 
tional, and there is no 
possibility of financial gain- 
only of financial loss. In 
contrast speculative risks- 
such as purchasing stock- 
offer Uie chance of loss or 
gain and are not subject to 
insurance coverage. 

Coping with pure risks 
requires considerable insight, 
knowledge, and projection. 
Health care costs, increase in 
life expectancy, and political 
developments, for example, are 
all external facts that impact 
on a risk management plan. 
People use the following tech- 
niques, iin^y or in combina- 
tion, to develop a viable plan 
of risk management: 

Avoidance— A person can 
take individual action to 
eliminate risky sibaations. A 
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part-time pOot might decide to 
^ ^) this avocation, for 
exan^ 

Preventkm/Redudioii-- A 
person could prevent or reduce 
tiie chance of high blood 
pressure by proper diet, exer- 
cise and stress management 

Personal Assomptioii— A 
person m^ decide to take lull 
economic re^nability for 
some risks. A sin^ person 
without dependents, for 
example, choose to 
purchase relatively low 
amounts of life insurance. 

Glaring— Persons may 
choose to q>read or ''pool 
fte effects of a ride Group 
life and health p^is are 
examples erf this strat^. 

Transfer— In certain 
situations, people can transfer 
responabilify for finaridal 
losses to another person or 
instiuitioa Retired persons, 
for example, can transfer some 
costs of health care to 
government programs. 

Insurance companies use the 
concq)tF of risk sharing and 
accepting the transfer (rf risks. 
They also have learned tiie 
wisdom kA insuring a large 
number erf sixmlar risks. Some 
losses are more r^ular and 
thus more accurately predict- 
able. Insurers use this 
principle of "q^reading the 
risk" in developing price 

As in the production of all 
goods and services, insurers 
offer their jmoduct— THE 
INSURANCE POUCY-to 
buyers (called POUCY- 



HOLDERS) for a price. This 
cost includes an assessment of 
initial and continuing expenses, 
bcth actual and continent, 
creation of a "pool" from which 
to p^ claims, and a contribu- 
tion to the insurer's invest- 
ment iixome from wliich the 
insurance company supports 
the ox'erall operation and 
development of the business, 
thus keeping down the premi- 
um amount the policyholder 
pays. This cost to the con- 
sumer, paid periodically, is 
called a PREMIUM. The pro- 
cess by which the cost is 



determined is called RATING 
or RATESETTING. 

The main kinds of risks that 
private insurers offer protection 
from can be seen from the 
following chart. 

Under these major divisions 
insurers deliver protection from 
related risks, working with 
policyholders, governmental 
agencies and health care pro- 
viders to meet both the needs of 
the individual policyholder as 
well as those of the society in 
which the insurer operates its 
business. 
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Evolution of 
the Concept 
of Insurance 

Life Insurance 

As early as the 1790's, chance 
played an important part in the 
life insurance being written to 
insure the lives of ship's cap- 
tains and merchants. In the 
Netherlands and in France all 
life insurance was considered 
mere wagering and was there- 
fore, ill^. In En^ami during 
the reign of Elizabeth I, life 
insurance contracts were openly 
wagered This led to the 
En^ish Parliament enacting a 
law against wagering Insurance 
contracts and to other develop- 
ments which were to make life 
insurance possible on a 
scientific basis rather than the 
basis of mere chance. 

Obviously, life insurance was 
not a significant factor in the 
lives of the eariy setflers in the 
United States. What pioneer, 
motivated by need or adventure, 
was concerned with the security 
offered by life insurance? But 
the society chan^ eariy in the 
nineteenth century. The growth 
of urban life and the supply of 
money stimulated interest in 
security and financial pro- 
tection. Life insurance com- 
panies sprang into being with 



a^ressK^e sales techniques; life 
insurance in force by the out- 
break (rf the Civil War had 
risen a ^)ectacular 3000 per- 
cent from its banning. 

Many changes in the types of 
coverage and structure of the 
industry took place during the 
mid-1800's. Then, with the 
Industrial Revolution, life 
insuiance became a large-scale 
national institution, fulfilling its 
dual role of protecting individ- 
uals and investing in the 
nation's economy. 

Health 
Insurance 

Health insurance, limited 
primarily to (fcability income in 
case of accident, existed in th-e 
eariy histoiy of Rome, En^d, 
rnd Germany. It also was 
written in one form or another 
throu^KHit Eastern Europe and 
in Russia into the eaiiy 1900's. 
With the National Health 
Insurance Act of 1911, En^d 
took a ^t stq) toward 
modem-day concepts of health 
insuraiKe covering the costs of 
outpatienl care and wage loss 
during sidaiess. This Act set 
the stage for social insurance 
and led ultimately to enact- 
ment d* Briton's National 
Health Service l^station in the 
mid 1940^s. England's activity 
generated interest in insuring 
groups for illness and non-wori{ 
injuries in the United States. 
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Durmg the decade of 1910 to 
1920 life insurance was the 
principal type of group insur- 
ance written in the U.S. The 
only available form of group 
health insurance was d^Oity 
income benefits for temporary 
(fisability due to non-occupa- 
tional acckient or sickness. 

Aftei the 1930's, the 
emphasis on medical care and 
medical care expense benefits 
was tremendous. Stimulus for 
the emphasis can be traced to 
the mgration from farm to dty 
and the consequent increase in 
the use of ho^ital services. 
Advances in technology in the 
fields of medicine and surgery 
also were contributing factors. 

In the 1940's disability 
expense benefits for longtom 
disabilities emerged At the 
same time hospitals and private 
insurers developed hospital 
expense benefits, which later 
expanded to surgical and 
; medical benefits. 

Properly and 
Casualty Insurance 

Marine insuicince written on 
ships and cargoes, probabb^ the 
eariiest known form of insur- 
ance, goes back to the eariy 
Middle Ages. In the eariy 
colonial days of America there 
was some underwriting of 
marine risks, an office being 
opened in New Yori{ City in 
1759. The first American 
company, the Insurance Com- 
pany of North America, was ' 





fonned in 1792. Growth of the 
industi>' followed, banning 
with the advent of the clipper 
ships in the mid-^800's. 

The eariiest records of fire 
insurance followed the great 
London fire of 1666. The fir^t 
American company operated 
under a royal charter in 1735. 
The "Philadelphia Contiibu- 
tionship for the Insurance of 
Houses firom Loss by Fire" 
orginized in 1752, is the oldest 
fire insur^ce organization in 
the United States that con- 
tinues to exist Fire insurance 
grew agnificantly vA\h the 
growth of cities and the 
expansion of transportation and 
bsoiking facilities. 

Casualty insurance in 
America dates back to 1832, 
in the form of burglary or 
housebreaking insurance. The 
Travelers Insurance Company 
wrote the first accident insur- 
ance in 1863 and auto liability 
insurance for bodily injury 
in 1898. 



Who Needs 
Insurance? 

Today, almost ever>t)ne needs 
insurance. 

Despite all precautions, we 
can't completely avoid risks. 
Accidents, sickness, death, fire, 
earthquakes, tornadoes, light- 
ning, theft, criminal assaults— 
these are just a few of the 
dangers we fece. The conse- 
quences that may result fi'om 
these hazards move across the 
ftill spectrum fi'om unpleasant 
to calamitous. 

The impact of occurrences 
'uch as those mentioned above 
are both physical and eco- 
nomic. A homeowner's loss of 
a home througli fire could 
represent the loss of most of 
his/her wealth. An injury may 
prevent a person firoin earning 
a salary for a period of 
several years— perhaps for a 
lifetime. An automobile worth 
thousands of dollars can be 
wrecked in an instant 
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Insurance helps individuals 
minimize the financial loss from 
such sudden and unexpected 
events. It operates by spreading 
this risk ov^ a number of 
people, so that the many people 
who could have the loss, but 
do not, help to repay the 
loss of those few who do. 

Obviously, insurance does 
not pre\^nt the physical 
occurrence fifom taking place. 
Owning an insurance policy will 
not keep a house fif-om burning 
down, nor a car from colliding 
with another, nor a person 
firom collapsing from a heart 
attack. It does, though, help 
to alleviate the financial prob- 
lems created by such events. 
To this extent, insurance plays 
an important part in maintain- 
ing the insured person's sense 
of security. 

In afldition, insurance helps 
society by reimbursing people 
and businesses for covered 
losses, encouraging accident 
and risk prevention, providing 
funds fo" investment in develop- 
nvental projects, and enabling 
people to borrow money to 
bufld their own futures and 
meet their personal goals. 
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Test Yourself 

Answer True or Fa&e. 

1. Purchase of insurance diminates the risk of 
eoHKHiiicloss. 

2. An insurer pa^s benefits to an insured from 
a fund accumulated from tfie premiums of 
mariy pdiQ^hokiers. 

3. An auto accident or a fire are exami;^ d 
mpredkbiAd, insurable pure risks. 

4. The conc^ cf insuririg risk orignated in 
the 20di century. 

5. Insurance performs both a personal and a 
sodal service. 
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Chapter 2 S 

Basic Principles 
of Insurance 



After completion of Chapter 2, a student should 
be able to: 

. . . state and expUdn tile concepts of Probability 

and tile Law of Large Numbers 
. . . explain what constitutes insurable interest 
. . .list four r&juirements for an msurable risk 
. . . explain why an insurance company might 

reinsure a r&k 
. . . discuss how and why insured persons are 

divided into dosses 
. . . explain tiie mtyor job responsibSity of 

an underwriter 
. . . state how a group risk is assessed 




Adverse Selection 

Coverage 

Evidence of 
Insurability 

Insurability 

Insurable Interest 

Law of Large 
Numbers 

Morbidity 

Mortality 

Principle of 
Indemnity 

Probability 

Residual Maiket 
Programs 

Risk Classification 

Risk Selection 

Standard Risk 

Underwriting 



As discussed in Chc^)ter 1, 
the insurance industry has 
come a long way from the 
products and methods of its 
beginnings. Today, sound busi- 
ness principles underlie the 
operation of the industry- 
principles which, in general, 
guarantee present and future 
protection of policyholders. 



Risk 

Assessment 

When considering the issuance 
of an insurance policy, the 
insurer views risk as the prob- 
able amount of Iocs. Correct 
measurement and assessment 
of the loss potential form the 
foundation of any system of 
insurance. Such assessment is 
done through the application 
of two mathematical principles 
or laws: PROBABILITY and 
the LAW OF LARGE 
NUMBERS. 



Probability 

PROBABILITY can be called 
the mathematics of chance. 
'*What are my chances?" is a 
frequently asked question- 
when we assess both trivial 
matteis such as taking a chance 
on a lottery ticket, or more 
serious ones such as the likeli- 
hood of recovery after surgery. 
The chance of something 
happening (or NOT happening) 
vwthin a certain number of tries 
is the basis for the theory of 
probability. 

Let's suppose you walk into a 
conference room in which 
seven people are assembled. 
Four of these people are under- 
writers; three are actuaries. 
The probability (assuming you 
don't know the people) of your 
pointing out an underwriter can 
be expressed in several ways: 
4 chances in 7; 4/7; or as a 
57% probability (4 divided by 7). 

In situations that involve a 
few controllable elements— the 
two^ided coin, for instance, 
where the probability of tossing 
'*heads" is 1 chance in 2— 
probability theory is a fairiy 
accurate predictor. 

dut human beings and their 
behavior are not so controllable 
cr predictable. Yet, insurers 
need to know what to expect 
from the people thiey insure. A 
second principle helps insur- 
ance companies find out more 
about the risk involved in 
insuring these people. 
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The Law of Large 
Numbers 

If you toss a coin 1,000 times, 
what is the probability of 
"heads'? The probability can be 
expressed a^ a fraction, a 
decimal, or a percentage. 

A coin is expected to land 
"heads up" 500 times out of 
1,000 tosses. The probability of 
its landing heads up is ex- 
pressed as: 

Numerator = number of times 
the event is expected to happen 

Denominator = number of 
times the event in question 
could happen 

(all tosses could be heads) 
or .50 
or 50% 

Example: An insurance 
company issued hospital ex- 
pense insurance to 10,000 
insureds. One out of every 100 
of these insureds is expected to 
be hospitalized this year. What 
is an ins\ired's probability of 
hospitalization? 

( ^ or .01 or 1% ) 

The iaw of large numbers'* 
is an important concept in 
predictio.i. If we observe a great 
number of events which seem 
to h^pen by chance, the actual 
observations will closely 
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approach the theoretical result 
indicated by the mathematics 
of probability. 

Statistics from a study of the 
number of automobiles in a 
^ven area at certain hours on 
a Saturday night, and the num- 
ber of accidents which actually 
occurred during that time, 
become more reliable as the 
number of automobiles 
observed increases. The num- 
ber of accidents occurring per 
5,000 automobiles is a more 
reliable basis than the number 
per 100 for predicting the 
probability of automobile 
accidents occurring during the 
same time period However, the 
tlieoretical result of a series 
d" chance happenings can r^i^ly 
be obtained in a small-scale 
application. 

Example: Put 10 pieces of 
construction paper (5 of one 
color and 5 of another color) 
in an envelope. Select one at 
random, note the color, and 
return it to the envelope. 
Follow this procedure until you 
have selected and rq)laced 10 
pieces. How many of each color 
did you select According to the 
law of probability, you should 
have selected 5 of one color 
and 5 of the other. But you 
were working on a small scale. 



If your sample had consisted 
of 1,000 pieces, then, according 
to the law of large numbers, 
the more you withdrew and 
replaced the closer the actual 
result would be to the theoret- 
ical probability. 

Thus, the LAW OF LARGE 
NUMBERS, commonly known 
as the "Law of Averages," 
briefly stated, says that actual 
results tend to equal the mathe- 
matically expected or probable 
results as the number of 
happenings observed are 
increased Therefore, since 
certain happenings occur 
repeatedly, statistics from a 
great number of happenings 
provide reliable information for 
predictions that are useful in 
ratemaking and in risk selection. 

This is why insurance com- 
panies use large groups of 
people in their statistics. To 
write a single life insurance 
policy for $10,000 would be 
gambling all or nothing But 
insuring 500,000 people, each 
paying a premium for $10,000 
of coverage, would bririg down 
the d^ee of risk considerably, 
and make a prediction of 
probability quite accurate. 



Insurability 

Whetlier or not an insurer 
accepts an applicant depends 
on a concept called INSUR- 
ABiLITY, loosely defined as an 
acceptable, insurable risk, (it 
is well to note that the term 
"risk" applies not only to 
''chance," as previously dis- 
cussed, but also to persons or 
things. A building, for example, 
is a fire insurance "risk"; an 
employer and employees is a 
group health insurance "risk''; 
and a driver of an auto is a 
"risk"; etc.) Insurers have to 
deal with uncertainty as a way 
of life. The d^ree of that 
uncertainty is the risk insurers 
assume when a policy is written. 

Insurance is sold only to 
people who would suffer a gen- 
uine loss should the event 
insured against occur— that is, 
to someone with an INSUR- 
ABLE B^EREST in the thing 
or person to be insured. A busi- 
ness owner, for example, could 
buy insurance on the building 
which he/she owns and in which 
the business operates. An insur- 
ance company, however, would 
NOT sell a similar policy to a 
person who merely works in the 
building, since this person does 
not have a financial investment 
in the structure. A life insur- 
ance policy could be issued to 
a husband or a wife for a 
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spouse; such a policy would not 
be issued, however, to co- 
workers .vho, genacifly, do not 
have an insurable interest in 
one another. 

In certain business situations, 
such as a partnership, each 
partner has an insurable in- 
terest in the life and health 
of the other. Also, a aeditor, 
who stands to lose money if 
a debtor dies, may purchase 
insurance to guarantee repay- 
ment of the debt This is an 
example of the INDEMNITY 
PRINCIPLE, which holds that 
the owner of an insurance 
policy should be fairly com- 
pensated for a loss— but not 
allowed to profit by it 

Not all losses are insurable. 
People lose and misplace items 
of little monetary value every 
day. Insurance covers only 
losses that aeate economic 
hardship and that have certain 
characteristics: 

1. The loss is a significant 
one. 

2. The amount of the loss can 
be determined 

S.The loss results from an 
unexpected and unin- 
tended event (Death, for 
example, covered by life 
insurance, is certain but 
its timing is not) 

4.The insurer is Cc¥)able of 
assuming the risk. Cata- 
clysms, such as earthquake 
and war, are not insuifable 
risks, due to the tremen- 
dous d^ee of the loss. 
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However, certain other 
potentially laiige risks, such 
as catastrophic illness, can 
be '^reinsured" by an 
insurance company 
spreading or sharing the 
risk with one or more other 
insurers, in exchange for 
all or part of the 
premiums. 

Determination 
of Risk 

Naturally, an insurer tries to 
minimize the d^ree of insur- 
able risk as much as possible. 
Within calculable limits, 
insurers are able to foresee the 
normal losses and estimate 



catastrophic losses so that 
premium charges can be cal- 
culated which are adequate for 
expenses and leave something 
for profits. 

Life insurance companies use 
MORTALITY tables which 
summarize, by different age 
groups, data that indicates the 
probability of living or dying. 

Health insurance companies 
use xMORBIDITY tables which 
provide data on the probable 
frequency and severity of sick- 
ness or accident in a well- 
defined class of persons. 

Property and cas*jalty com- 
panies use a variety of 
statistics, loss control surveys, 
and other assessment-of-risk 
instruments to determine 
insurability. 




All applicants for insurance 
are divided into such limited, 
well-defined classes througl* a 
method known as RISK 
CLASSIFICATIC:^. Deciding 
who and what risks are iasur- 
able and the basis of the 
accq)tability to the insurer is 
the risk selection process called 
UNDERWRITING. Under- 
writers attempt to prevent 
ADVERSE SELECTION orthe 
tendency for poor risks to 
aflfed the insurance pool. 



77?(' knm 'unikujL ntvuj" has 
(/;? inkTij^tvui hisUtni. Initially, 
it rJciicd to somonK williju; 
to LL\sunh' all or paii of th' 
risk in a business venture. 
During the ^seventeenth c enturij, 
(/roiif's of nunhants uouU 
gathei at Lhi/J.s i>f Lmuhn 
uiih ihteri.steJ ohurauiL jxr- 
sofh to a\ iJi . tor in taui v. 
the (onditinii^ and linvis fur 
insiinnij saibhf ie\Sids about 
to set Old on a voijuiy 
(kithaed at a < ottl ehousi . tht 
merchan/.< would iir iilate their 
projHisals. and brok^'i.s who 
sjKriali:ed m manne /;?,s7//'- 
(I77ce would ivnti tluv names 
at the bottom ot those pro 
j'HKsaLs for which tiny u\rc 
iiillinu to (/\s7/;7?(' (/// or paii oi 
the nsk. Iheir pnu tuc ot 
sic/ninc/ their names under the 
proposal ua.^ the on\/in of the 
tain "undenvnter " 
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Risk 

Classification 

An applicant for an insurance 
policy may wonder why he/she 
was asked so many personal 
questions such as 

—age 

—sex 

—past and current health 
habits, such as smoking 
—occupation or hobby 
--mileage and type of auto 
use 

—location of fire hydrants 
—types of door locks 

These and similar questions 
a»*e an attempt by insurers to 
chaii^ the fairest possible price 
for COVERAGE-the tern 
used to describe both the 
specific protection the insured 
is to receive (hospital expense 
coverage, disability income 
covera^) and the kimi of 
insurance held (major medical 
coverage, auto or property 
coverage). 

Risk classification makes it 
possible to provide covera^ to 
neariy everyone, at a price that 
is fair to each poDcyholder. 
Several de^'elopments have con- 
tributed to this high rate of 
acceptance (about 98%) for life 
and health insurance applicants. 
Advances in medicine, job 
safety and public health have 
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allowed the classification of 
many more people as "standard 
risks." Each such risk pays the 
normal premium for a person of 
a certain age and sex. 

Property and casualty insur- 
ance utilizes "assigned risk" 
plans and FAIR plans through 
RESIDUAL MARKET PRO- 
GRAMS that provide insurance 
services outside the normal 
risk pool. These programs 
provide state-mandated under- 
writing by regular insurers to 
persons who have been rejected 
through the regular voluntary 
insurance market 

Classifying 
Individual and 
Group Insurance 
Risks 

Insurers issue various kinds of 
life and health insurance 
coverage to individuals who give 
the insurance company satis- 
factory EVIDENCE OF 
INSURABILITY-any state- 
ment or proof of a person's 
physical condition and other 
(actual information affecting 
acceptability for the insurance 
applied for. However, most 
people with health insurance 
have group policies as members 
of an employee group. Here, 
the risk is measured on the 
composition of the entire group, 
and the health experience of 
the group over the course of 
a year. 



Summary 

Therefore, we can see that the 
basic principles of insurance 
involve methods of assessing 
the kind of risk, determining 
insurability, determining the 
degree of risk and classifying 
risk. These principles are used 
by all insurers, no matter what 
type of insurance products are 
sold. After risk is assessed, the 
insurance policy can be written. 
Chapter 3 explains the 
insurance policy. 
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Test Yourself 



S4ui Mjtarm k CobamA that relates to Ae stOement in Cobmm R 



12. Insurable IntaBst 



EL 



lb:i>|dple;^^ fitrni a hat 
t(>{d^:U^ prize. 
TTi^!^^jfe|l^^^^ 

Mdxa^^^^^^ an event 

(mns tSMi^^ what is 
mamm^ the 

p^rn^ti^ penson 
is '^^^W/m^^ 

kpcX^ii^d^ be feiriy 
(Xxt^^^M^ a loss, but not make 

an economic 1 



pieten^^ the ba& for 

Paj^me for a person 
of a:c^ta^ 

Oyarali w based 

oh ]^ under 
theplaa 

A way insurers share thdr risk. 
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Chapter 3 

The Insurance Policy: 
A Legcd Contract 




Claim 

Consideration 

Contract 

Exclusion 

Insuring 
Agreement 

Insuring Clause 

Loss 

Policy 

Premium Rate 
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After completion of Chapter 3, a student should 
be able to: 

. . . distinguish between a poUof and a contract 
. ..list and explain dte four components of a 

legal contract 
. . . explain whg insurance contracts carefully 

define terms 
. . . explain how an insurer assigns a premium 

rate 



At times people who sign an 
insurance contract have only a 
vague idea of what it is they are 
signing. But there is nothing 
"tricky" or mysterioa« about it 
It is simply a legal contrri i 
that binds both the insurance 
company and the policyholder 
to certain agreements. 
Although an insurance contract 
and an insurance policy can be 
thought of as synonymous, for 
this discussion let's make a 
distinction between them. We 
will consider. 

-the POLICY as the written 
evidence of specific insurance 
protection 

-the CONTRACT as the 
legal description of the type 
and scope of insurance pro- 
tection provided. The contract 
also identifies the rights and 
responsibilities of insurer and 
insured toward that protection. 

Specific benefits or coverages 
are detailed in the INSUR- 
ANCE AGREEMENTS. This is 
where purchasers find out what 
protection they get for the 
money they paid. 



Components 
of a Legal 
Contract 

In common with all contracts, 
insurance policies have four 
basic components. They are: 

1. The contract is an agree- 
ment between two or more 
parties. State laws determine 
competency requirements- 
minimum age, for instance— 
which people need to meet to 
enter into a contract 

2. The contract is made by 
mutual consent— one party 
makes an offer; the other party 
accepts the offer. In legal tenns 
this is called a ''meeting of the 
minds." 

3. The contract is entered 
into for a 1^ purpose. 

4. The fourth component is 
called a '^consideration"— what 
is exchanged (money or the 
premium in this case) for what 

H 



is given (insurance coverage 
fi-om LOSS). For the person 
insured, loss means the reduc- 
tion in quality, quantity, 
value of property, finance^), or 
health. Loss, for the insurer, 
is defined as the amount of 
insurance or benefits for which 
the insurer is liable under the 
terms of the policy. When a 
policy is issued, the insurer 
assumes Jie risk in return for 
the payment of a PREMIUM 
by the insured. 

PREMIUM RATES ai^ 
determined according to mathe- 
matical formulas and statistical 
and judgmental considerations. 
A rate is, in effect, the price 
for a coverage, such as $10.20 
per $1,000 of fire insurance 
coverage. 

Contract requirements pro- 
tect policyholders. To provide 
insurance, insurance companies 
must be licensed tc issue poli- 
cies in that state— and must 
provide a written contract which 
"spells out" the complete terms 
of the agreement 

Importance of 
Clear Contract 
Language 

In addition to the agreements 
and coverages, policies define 
important terms and give fidl 
e>:planations of conditions 



11 



under which the coverages, 
^ply or do not apply. (Specific 
conditions or circumstances 
listed in the policy, for which 
the policy will not provide 
benefits, are called 
EXCLUSIONS.) 

Here is where the legal 
characteristics assume prime 
importance. The scope of 
coverage established by the 
insuring agreements and the 
boundaries of that coverage are 
set by definitions and exclusions. 
Definitions and exclusions are 
in the policy to clarify and 
limit the scope of coverage. 
The contractual wording at- 
tempts to avoid misunder- 
standing, and is "1^" in 
nature because of the possibility 
d litigation when a dispute 
arises over coverage or policy 
interpretation. Recently, and 
1^ language notwithstanding, 
insurance companies are pro- 
ducing policies in more reod- 
able, understandable form. If 
the language is not clear, 
courts usually interpret terms 
in fevor of the insured. 

Additional 1^ characteris- 
tics ^pear in the writing of 
conditions under which the 
insurer promises to meet its 
obligation io pay and condi- 
tions under which the policy- 
holder is entitled to benefits. 

When people buy an insur- 
ance policy— a health insurance 
policy, for example— they read 
the conditions under which the 
policy will pay in the INSURING 
CLAUSE which is part of the 
insuring agreement for each 
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coverage. Note the follo\\<ng 
policy excerpt 



Accidental Death, 
Dismemberment and 
Loss of Sight Bene fits 
Rider 

If the insured eniploijee 
has an aeeident while 
insured under thu plan 
which results in cciiain 
losses, the imure?' will 
pay the benefits listed m 
the Schedule below. The 
loss must take place 
within one year of the 
accident. The los<; nntst 
he directly caused by the 
accident and must occur 
indqiendently of all 
other causes. This 
hcnetit shall be subject 
to all of the other tenns 
of this plan. 



Thus, the policy says the 
insurer will pay a certain 
amount for financial loss due to 
accident according to benefits 
described. The insured requests 
such payment in the form of a 
CLAIM— a demand by the in- 
sured for benefits described in 
the policy after a loss occurs. 



Test Yourself 

COMTjUBTE each of the foUomng dements: 

1. Althou^ the terms policy and coniract are dten used inter- 
changeably in insurance, the word contract more accurately is 
^liedto 

2. Chie example of a contract drawn up for Olegal reasons would 
be a life insurance policy entered into with the idea of kiUing 
someone. Another is 

3. An 2g)plicant fcnr insurance must be l^y competent to enter 
into a contiact One exan^le is that the person must be of 
age, according to slate requirements. Another is 

4. The "conaderation*' <rf tfie insured policyholder is the payment 
of premiunt The "conaderaticMi" d the insurr company is 



5. An insurance policy includes a statement tiiat an insured's 
avocation, dgdiving, is not within the scope of the policy 
coverage. This is an example of an 
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■suirep [iifA\^[ X^d 01 asiuiojd aip 
*S! sunDDo sso[ ^ uaq/w sjyauaq X^d o\ asiuiojd aip 

uoj sjDEquoD 9qspq 
3uipuqsJ3pun jo ^|qpdt^^u! X[|qu3iu si uosjiad ^ :3[clujrex2 '£ 

'sjyauaq aDUEinsui 
9JIJ p3[ioD 01 J3pjo ui guippq ^ uMop ^uiumq :3[durex j 
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uopajojd 9DUH;nsu! jo adoDS 9qi jo uopduDsap aqi •{ 
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Chapter 4 



Personal Insurance 
Products Offered by 
Private Insurers 




Accidental Death 
and Dismember- 
ment Insurance 

Annuity 

Cash Value 

Coinsurance 

Corridor 
Deductible 

Credit Life 
Insurance 

Disability Income 
Insurance 

Endowment Policy 

Face Amount 

Health Insurance 



Initial Deductible 

Key Person 

Life Insurance 

Major Medical 
Insurance 

Medical Expense 
Coverages 

Negligence 

Principal Sum 

Reasonable and 
Customary Charge 

Surgical Schedule 

Term Life 
Insurance 

Whole Life 
Insurance 

Workers' 
Compensation 
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After completion of Chapter 4, a student should 
be able to: 

. . . explain the difference between whole life 

and term life insurance 
. . . discuss the various ways life insurance 

offers financial protection to families and 

businesses 
. . . describe at least live kinds ofheaUh 

insurance coverages 
. . . distinguish between basic and mqfor 

medical insurance 
. . . explain the function of a deductible 
. . . compare and contrast property and 

casualty insurance 



Introduction 

Insurance policies are designed 
to meet specific needs of the 
public. In doing so, they provide 
many benefits beyond the direct 
benefit of protection against 
financial loss. In this sense, 
insurance products are not 
different fix)m other products 
which serve a specific purpose 
and at the same time contribute 
certain social and economic 
benefits. 

People buy benefits. They 
buy a product for what it will 
do for them. A power lawn 
mower may be a fine product 
but the buyer is mainly con- 
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cemed with how evenly it cuts, 
how much time and effort it 
saves, and the attractiveness of 
the lawn after it has been used. 
A furnace may be constructed 
of the finest materials, but the 
buyer asks, 'AVill it keep me 
warm?" Insurance products, 
while just a few sheets of 
P2f)er when purchased, become 
the difference between success 
and failure, survival and dis- 
ast'r, sickness and health when 
they are put to worl< at the 
time of the loss. 

That is the economic pro- 
tection people buy. And beyond 
protection are such social 
benefits as 

—peace of mind 

—keeping families and busi- 
nesses together 
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—providing a basis for credit 
—stimulating savings 
—providing investment 

capita] 
—contributing to loss 

prevention 

Life 

Insurance 

One of the products of the 
industry classified under per- 
sonal insurance is LIFE 
INSURANCE, designed to 
provide income for the survivors 
of an insured when he/she dies 
or to provide funds when an 
insured income is reduced 
because of age. Insurers offer 
a number of different products 
under this main cat^oiy. The 
coverage is offered two ways: 
WHOLE LIFE and TERM 
LIFE. 

WHOLE LIFE 
INSURANCE provides 
protection for life and 
builds a CASH VALUE 
(the amount of money 
the insured can get 
if the policy is 
terminated). 
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Whole Life can be wTitten 
three ways: 

-as a STRAIGHT LIFE 
policy for an individual, 

-as BUSINESS LIFE 
insurance for a business as 
protection against loss if a 
significant person in the 
firm dies (sometimes called 
KEY PERSON 
INSURANCE) 

-as CREDIT LIFE INSUR- 
ANCE, to repay a aeditor 
institution the outstanding 
balance of a loan if the 
debtor dies. 



TERM LIFE 
INSURANCE provides 
protection for a 
specified length of 
time, but with no 
accumulated cash 
value. 



Term insurance has many 
uses in providing protection 
—for a working person with 

a family 
—for a business person 

during a time of financial 

strain 

—for a business person as 
protection against a 
possible business loss 

—for a new homeowner with 
a mortgage 
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Insurers also provide life 
insurance for employers, as 
group insurance "packa^." 
In such cases insurance com- 
panies offer life with health 
insurance to employers for their 
employees. The employer is the 
policyholder in this concept 

Special Needs 
Covered by Life 
Insurance 

All the above forms of life 
insurance deal with the death 
of an insured person. Insurers 
also have developed other life 
policies that provide, in addition 
to death benefits, income in 
specified situations. 

Endowments— ENDOW- 
MENT POLICIES provide 
funds for old age, education of 
children, and donations to a 
college, a church or a charity. 
These policies combine whole 
life insurance for a specified 
time and a fixed sum of money 
payable at the end of that time. 

Example: A ten-year endow- 
ment policy for $5,000 will 
provide $3,000 life insurance 
for ten years. If the insured is 
still living at the end of that 
time, it will pay $5,000, the face 
amount of the policy. Another 
example of an endowment 
policy is a JUVENILE POLICY, 
a low-cost policy available for 
young people under age 15. It 



may be a twenty-year endow- 
ment or an educational 
endowmtnt to pay out at age 
18, or an "estate builder" 
policy which increases at a 
specific age to five times the 
original amount 

Annuities— Annuities 
provide income during the time 
of advanced age. They pay a 
fixed sum of money in a series 
of payments, usually monthly. 
For example, a $50,000 annuity 
pays an insured $100 each 
month for life beginning at a^ 
65 until death, or a guaranteed 
amount each month for life or 
for a specified time (10, 15, 
20 years) to the beneficiary if 
the insured dies during that 
specified time period. 

Family Needs Policies— 
A person could also purchase 
life insurance that providpj 
both life insurance protection 
as well as periodic income 
payments. Such policies are 
called FAMILY INCOME and 
FAMILY MAINTENANCE 
POLICIES. 
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Health 
Insurance 

In addition to loss of life, 
loss of health is another vital 
area of economic risk that 
insurance covers. Accidents 
occun illness and disability 
can result in considerable ex- 
pense and loss of income. 
Essentially, insurers provide 
policies that pay the foUovsing 
health insurance benefits: 
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Basic Met&al'E^q^ehse 



Major Medicai E)q[)ense 



jbF.or oubofjib^^ costs; 
ptQ'sidans' semces. 



The iijdi ^ow^ 
dismaiffiisraieritg 



Moodily crwed^ iV^afi^^^^^^ 

COV^^']^^ 

arooiffit Pho^^^/d^ 
covered f^^^ . 

tojt fixed sdiedufe 
al^ and aist^^ ^t)^^ 

(A mASONABLE AND CUSTOMARY OHARCr is a cteige 
fix h^li ca^ is consistent wKh the ptev^it^ lat^ in a 



H(^)^^fl^cal a^ odier 
mecfic^^ 

of fnif;hn^x^ in amounts 
bQi^ fiat imDvided t>y 
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pKoWde a max^^ 
bfoatlfn^ 



and;sur^^^ 

CUStCHiiaQ^MS^^ 

piesci^^tim di^gn^ 
and treatment 
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Frequently asked questions, 
particiJariy in medical expense 
plans, are "Am I covered?" 
and "For how much?" An 
example might help in under- 
standing how such coverage 
works. 

The insured person first pays 
some "out-of^)ocket" money 
before the insurance policy 
pays anything at all. This 
amount is called the INITIAL 
DEDUCTIBLE. In addition, the 
insurance company may pay 
only pait— althou^ the m^gor 
part— of the cost of medical 
care. This concept is called 
COINSURANCE. 

If a policy provides basic 
hospital benefits, room and 
board chaiiges might be paid 
up to 31 days at a fixed rate, 
($100 a day) and other hospital 
charges (X-ray, lab tests, etc.) 
paid up to a maximum amount 
(such as $2,000). Thereforg, 
the maximum benefit paj'able 
for room and board would be 
$100 x 31 or $3,100. The 
maximum for other charges 
would be the fixed amount, 
such as $2,000. 

For physicians' charges 
(other than for sui]^iy) the 
policy might allow an amount 
for each visit in the hospital 
such as $10 per visit up to 31 
visits per conifinemenL If a 
patient requires suiigeiy, the 
policy might list procedures and 



maximum ainount payable for 
these procedures on a 
SURGICAL SCHEDULE such 
as this simplified one: 



Appendectomy 
Kidney removal 
l^roken arm 



$400 
SfxSO 
$150 
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If the patient also has 
major medical coverage, a 
CORRIDOR DEDUCTIBLE- 
an amount of the expenses 
the insured pays after the baac 
policy has paid some benefits 
and before the m^or medical 
policy continues to pay— may be 
charged. 

Comprehensive 
and Supplemental 
Policies 

Insurers offer major medical 
expense benefits in both com- 
prehensive and supplemental 
policies. 

Some major medical policies 
written on a group basis 
encourage preventive care by 
covering the cost of routine 
physical examinations as well 
as the treatment of illness. 



C»INSURANCE 




CORRIDOR DEDUCIIBLE 



pbn^ 




IB 
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Other Health 

Insurance 

Products 



Properly and 

Casualty 

lasurance 

Property Insurance 

Insurance for individuals, home- 
owners, and businesses protects 
the insured against financial loss 
from perils such as fire, light- 
ning and vwnd. This insurance 
covers items such as dwellings, 
personal property, and 
automobOes. 



Dental 
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Viaon 

Prescription Dnigs 



Home Health Care 



Casualty (Liability) 
Insurance 

Individuals may have a 
accidents, accidentally injure 
others, or own property on 
which a visitor may be injured. 
Likewise, businesses have 
premises and operations out of 
which accidents arise— and 
products they make can cause 
injury after having been sold to 
the consumer 

Casualty (liability) insurance 
protects insured persons if tliey 
are responsible for bodily in- 
jury or damage to other persons 
on thdr property. The key 
point is NEGLIGENCE. An 
insured person sued by an 
injured person and found ne^i- 



PcQmoent for dental treatment 
or services, induding 
rq[)Iacanent of teetk 



Payment for eye examination 
and conective lenses. 

Psprient for drugs presofibed 
by a physkjan or dentist oa an 
outpsdient basis. 



Piiyment for health sa-wces 
given in the patient's own 
home. 



gent in causing or in not pre- 
venting the injury is considered 
l^ally liable. Insurance protects 
against financial loss resulting 
from such 1^ liability. 

Another important casualty 
insurance covera^, 
WORKERS' COMPENSA- 
HON, is treated in the next 
chapter. Briefly, employers buy 
Wori{ers' Compensation be- 
cause state laws hold employers 
responsible for injury to 
employees and establish the 
benefits to be paid. These 
insurance policies compensate 
employees injured on the job 
for their medical expenses and 
loss of income. 
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Various i^ans avzulaUe to ^ 
dental expoise are de^^ied to 
encounige preventkm and early 
treatment 

Pdkies pay f(»r exam]nalk>n, 
lenses and frames. 

Partkqiating provkiers are 
reimbursed ((x the cost of the 
ingredients and the diq)ensing 
of a drug at an egreedupon 
fee. The insured may pay a 
minimum $2*$3 deductible. 

Designated servk:es ^n;en at 
home by qualified persons other 
than phy^dans (such as 
physical dierapists). 



Crime Protection 
Policies 

Other major lines of insurance 
in the Property and Casualty 
classification include various 
crime protection policies. 
Insurance can cover loss from 
burglary, theft, and dishonesty 
and offer marine insurance and 
surety bonds for contracts and 
businesses. 
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Test Yourself 

Cbdej^^^ B, C or A 

1 kj^&it^^^ ip^provide for the college educatx)n of a 

p^lS^^i^^^m^poIiq^. 
2; M^^l^a^fi^ stuatXHTi is Whole Life Insurance 

L^^^^Mdsfa la^ 

JL%j^aM)^}x^^ in both leaving a sum of money to 

in the bendit of cash loan value. 

B^ia^Oionty 

3. M the iolb^ coverages would provide an income benefit 
k/c m^va^^ ^xxise EXCEPT 
A* A^j^lif^incbrne potior* 
Bi A|§^mamtenance pdi(y. 

4 Caswi^isur^ provides protection when 
iL:a^^eor{|^^ on one s property. ~ 
.B;:|^^^J|g^^ dow^ the sbdrs in an insured's home, 
dvy^^^let )& stolea 
D;:a^^'de^^ one's business. 
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5. A person is ii^ured, althoui^ not seriously, in a M at home. 
This person would nK)st likdy be covered by 

K sh(xt4enn disatnlity income insurance. 

B. acddental death and dismemberment ir';urance. 

C. kH^gtenn disaldify inccune insurance. 

D. properly and casualty insurance. 

6. The amount an insured pays a provider of health care 
(usually about 20% the total bill) is referred to as the 

A. iruSal deductible. 

B. coinsurance amount 

C. corridor deductiUe. 

D. cash value. 

7. Basic medical i^ans difer fiom m^yor medical plans in which of 
the fdknving w2o^? 

L Basic i^ans exclude payment for surgery. 

E Hie maximum amounts payable are nK)re under major 

medical covet^ 
in. Wfc^or medical policies cover a broader range of hospital 

charges. 
A I only 

B. I and n only 

C. Q and m only 

D. I, n and m 

8. In addition to disability incoine and medical expense coverages, 
health insurance plans also may cover all the following 
e)q)enses EXCEPT 

— ^A Dental care. 

B. Viacm care. 

C. Presaption drugs. 

D. Family maintenance. 
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Chapter 5 

The Role of 
Government 
in Insurance 




Government, both federal and 
state, is involved in the insur- 
ance business, both for 
r^ulating and financing 
health care. 

Government 
as an 
Insurance 
Regulator 

Business in the United States 
is said to be based on the con- 
cept of free enterprise. The 
substance of this concept is not 
that business should be free to 
do as it pleases, without super- 
vision or r^ulation. but rather 
that the consumer is best served 
if enterprises are free to 
compete with one another in 
providing any product or 
service. 



The insurance business 
appropriately should be singled 
out for a greater degree of 
r^ulation than most other 
businesses. The essence of 
insurance is the payment of 
money by the insured in the 
form of premiums, in exchange 
for the insurers promise of 
future performance in case of a 
particular circumstance that 
may or may not materialize. 
It is essential that the insurer 
have the means of fulfilling its 
promises when the need arises. 
Government helps to protect 
the policyholder by making cer- 
tain the insurer is solvent- 
having sufficient financial 
reserves to handle any payment 
it is likely to be called upon 
to make. 



22 



Another reason for govern- 
ment supervision of the insur- 
ance business arises from the 
uichnical nature of the insur- 
ance contract Everyone needs 
insurance in some form or 
other, and most of us need 
many different kinds. Yet, few 
people are able to understand 
every word and every clause of 
a long and involved contract 
The insurer prepares the con- 
tract and the insured (except 
policyholders in some group 
policies) has no part in drawing 
up its terms. Government super- 
vision is a means of making 
sure that the insurance policy 
does not contain unreasonable 
restrictions and limitations that 
make it of little value to the 
person seeking protection. 
Government also has standard- 
ized much of health, property 
and casualty policy language 
for personal lines. 

Most insurance r^ulation is 
primarily under control of state 
government Each state lias its 
own Insurance Department, 
usually headed by an Insurance 
Commissioner. The Depart- 
ment oversees the interests of 
the public, including consumer 
complaints, as well as industry 
matters such as licensing, 
solvency, and policy approvai. 
The National Association of 
Insurance Commissioners 
(NAIC) aims to promote some 
degree of uniformity in the 
r^ulation of insurance by the 



Medicaid 

Medicare 

National Association 
of Insurance 
Commissioners 
(NAIC) 

Non-Occupational 
Disability Laws 

OASDHI 

Social Security Act 
Solvency 

Trade Association 




After completion of Chapter 5, a student should 
be able to: 

. . explain why die insurance business is a 

highly regulated industry 
. . give five reasons for die regulation of health 

msurance 

. . give five ways regulation protects the 

pul^c interest 
. . compare private insurance plans and 

government programs in two respects 
. . list and expUan four mqfor governmental 

programs related to insurance coverage 
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various states and to pre\«nt 
unnecessary duplication of 
effort by both the r^ulatoiy 
authorities and the insurance 
companies. 

All three branches of govern- 
ment—legislative, administra- 
tive, and judicial— participate 
in the regulation of insurance 
in one way of another. To a 
gre^at extent, however, the 
industry regulates itself. 
Insurer and trade association 
groups— such as the Health 
Insurance Association of 
America (HIAA) and the 
American Council of Life 
Insurance (ACLI)— provide their 
members with various types of 
service and information. 
Industry committees, joining 
people from many insurers, 
tackle major common prob- 
lems, often working with gov- 
ernment r^ulatoiy bodies to 
draft Illation, coordinate 
programs, and formulate action 
to improve both industry self- 
r^ulation and governmental 
r^ulation of the insurance 
business. 
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Health insurance, in particu- 
lar, has a higl) d^ee of 
r^ulation. A number of rea- 
sons account for this fact 

—It is a virtual necessity in 
today s world of high cost 
of medical care and 
delivery. 

—A wide range of products 
are available. The policy 



is. in good part an original 
document developed by 
the insurer. 

-In contrast unth life in- 
surance where the insured 
has only one claim (when 
he/she dies or exchanges 
the policy for cash), or 
fire insurance where few 




claims occur, multiple 
claims are very common 
under health insurance. 

—Determining if a loss has 
occurred within the 
meaning of the policy can 
be a difficult task 

—An insured's health can 
deteriorate, but her/his 
insurability must be 
protected. 

R^ulation, therefore, pro- 
tects the public interest by 

—assuring that the cost of 
insurance is based on rates 
which are adequate for 
insurers but not excessive 
for policyholders. 

—minimizing the chance of 
insurance being offered by 
incompetent or unscrupu- 
lous insurers. 

—making insurance available 
to as many people as 
possible, the less desirable 
as well as the good risks. 

—assuring reasonable, fair 
and equitable treatment of 
all persons insured. 

—encouraging fair competi- 
tion among insurers 
according to proper stan- 
dards of quality, cost and 
service. 
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lb assure the availabflity of 
health care to its citizens, 
federal and slate ^vemments 
(dominion and provincial in 
Canada) have passed laws and 
enacted social programs that 
cover special insurance needs. 
Such programs are usually com- 
pulsory and funded in most 
cases by taxation of employers 
and employees. (Private plans, 
on the other hand, are volun- 
tary and funded by premiums 
paid by policyholders.) These 
programs provide either mone- 
tary or service benefits. 

Additional public assistance 
programs, funded from general 
federal, provincial or stale 
revenues, provide aid to needy 
persons. Such programs olfen 

—Old-age assistance 

—Aid to the bb'nd 

—Aid to dependent children 

—Medical care for handi- 
capped people 

—Institutional care for the 
aged, destitute and others 
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Government Programs 




Federal(k)vemment 



Federal and State Government 



wState 



State 

(enacted in California, Hawaii, 
New JersQ^, New York, Rhode 
Island— and Puerto Rico) 



^^^^^^ 



Soda! Security Act 
—the Old-Age, Survivors, 
DisabOily and Health 
Insurance Program (OASDHI) 

—Medicare 



-Medicaid 



Workers' Compensation 



(Compulsory Non-Occupational 
Disability Laws 
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OASDHI provides benefits for 
deaft, retirement disability, 
and medical care. 



^ Medicare provides Ho^ital 
Insurance (Part A) and 
Stpplementary Medical 
Insirance (Psttt B). 

Medicaid is a state program 
<rf public assistance to persons, 
n^ardless of age, whose income 
and resources are insufiicient 
to pay for health care. The 
Sodal Security Act provides 
matching fed^Bl fimds for 
financing state Medicaid 
programs. 

This coverage provides weddy 
income, medical expense bene- 
fits, and death benefits for 
employed persons who are 
disabled by an on-the^ob 
acddent or a work-related 
sickness. 

Minimum and maximum weekly 
disability income benefits for 
disabilitv not connected to 
one's job are provided 



Test Yourself 



Sded and drtk the answers you consider correct 

1. Reco0iizing an inequity between insurer arri insured, (the 
insurer holding a distinct advantage over the insured, yet 
obligated to. serve the public interest), government r^ulations 
operate for which d the foBowing purposes? 

A. Make sure that insurers are finandalfy strong enough to meet 
oUigalicHis. 

B. Protect the public from practices that are unfair or 
unethical 

C. Make sure everyone pays the same rates. 

D. Set a high standard so that only good risks are insured. 

E. Discourage competition among insurers. 

F. Make sure tfiat insurance is reasonable, feir, and equitable 
in an respeds. 

2. Government programs include health insurarce coverages under 
whk:h of the following laws and programs? 

A. OASDHI. 

B. Workers' Compensation. 

C. State Compulsory Disabflity Laws. 

D. Social Security Act 
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Chapter 6 




Agency System 

Blue Cross/Blue 
Shield Insurers 

Branch Office 

Brokers 

Direct Selling 
System 

Fraternal Insurers 

Home Office 

Lloyds Insurers 

Mixed Marketing 
System 

Mutual Insurers 

Reinsurance 

Stock Insurers 

Third-Party 
Administrators 



Organization and 
Operations of the 
Insurance Business 
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After completion of Chapter 6, a student should 
be able to: 

. • . compare and contrast the various types of 

insurance organizations 
• • . explain the common systems for p/oducbtg 

insurance business 
. . .Ust and explain the major /unction of 

insurance operations 



Insurance is a service business 
with the objective of protecting 
human and material resources 
at a fair cost with a fair 
return for the insurer. 

Insurers have several types of 
organizational structures in 
which they may operate. The 
main types of such organiza- 
tions are outlined below. 

Types of 

Insurance 

Organizations 

Mutual Insurers— Mutual 
insurance companies are cor- 
porations owned by their policy- 
holders. The mutual benefit 
attitude of such companies 
means that profits earned may 
be returned to policyholders in 
the form of dividends. Not all 
profits are distributed because 
some are used for future 
investment or loss coverage. An 



attitude of sharing is expressed 
in public relations and claims, 
and particulariy in loss preven- 
tion services where reduction in 
frequency and severity of losses 
is money in the hand of both 
the policyholder and the 
insurer. 

Stock Insurers— These 
insurance corporations are 
owned by stockholders who 
hav^ invested in the company 
by purchasing shares of stock. 
There is strong emphasis on 
profitable operations because 
stockholders invest money, 
thereby contributing to the 
financial strength of the com- 
pany, and they expect a return 
on their irvestment Policy- 
holders benefit from this 
strength and the security it 
affords, and may also receive 
rate decreases or refunds if 
the company operates with a 
plan of policyholder 
participation. 
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Fraternal Insurers— Some 
fraternal organizations offer 
insurance benefits on a similar 
basis as commercial insurers. 
Most fraternal insurers mainly 
offer life insurance and operate 
much as mutual companies. 

Blue Cross and Blue 
Shield— These insurers are 
hospital and medical service 
organizations. Historically 
these plans were unincorpor- 
ated, voluntary and non-profit 
in nature. However, some have 
become mutual insurance cor- 
porations and potential new 
tax legislation may have further 
effects on their tax-exempt 
status. 

Reciprocal Insurers— In 

contrast to stock and mutual 
organizations, these insurers 
exemplify the pure mutual 
concept There is no origaniza- 
tional structure; an attorney 
handles the administration and 
pays claims. Each member's 
premiums go into the member's 
account and claim payments are 
made from all accounts on a 
percentage basis. If claim 
expense exceeds the with- 
drawals thus determined, 
members are assessed for the 
additional amount needed 
Reciprocal insurers write 
property insurance. 

Lloyds Insurers— Llo>ds 
organizations— of London and 
of America— are unique in all 
ways, as insurance organiza- 
tions go. As a corporation, 
Lloyds functions only to 
supervise transactions and safe- 
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guard the reputation of the 
organization. Underwriting, 
however, is done by individuals 
and firms that in effect pledge 
their personal assets for the 
amount of risk they are 
assuming. Thus, there are only 
premiums and losses; the 
underwriters' fortunes are gain 
or loss, from good luck or bad. 
Most of Lloyds' business is in 
marine, motor and aviation, 
and some laige amounts of life 
insurance. 

The Insurance 

Production 

System 

Several methods are used by 
insurers to sell their products. 
The foDowing are the most 
common systems for producing 
insurance business: 

Agency System— Both 
independent and exclusive 
agency systems are used by 
insurers. Independent agents 
sell insurance for several or 
many insurers. Many of the 
lar^gest insurance companies 
use independent agents (i.e., 
Aetna Life and Casualty and 
CIGNA). Property and ca^^ualty 
insurance generally is sold 
through tile independent 
agency system. 

Exclusive agents represent 
only one insurer. These persons 
are not employees of the 



company but have independent 
contrr^cts to sell insurance for 
that company and its related 
companies. An example of a 
large insurance company using 
exclusive agents is State Farm. 

Direct Selling System— In 
this system, insurance com- 
panies use salaried employees 
to sell insurance. Those who 
sell company products are 
compariy employees, unlike 
those who sell through the 
agency system. These em- 
ployees have direct contact 
with the consumer and there 
is no agency intermediary. 
The direct selling system may 
include mail advertising and the 
writing and ser/icing of busi- 
ness by direct mail and 
telephone without use of agents 
or sales representatives. 

Mixed Marketing Systems- 
Though most insurers use the 
agency or direct selling 
systems, there are those who 
prefer to use a mixture of 
both systems. This mixed mar- 
keting system has proven L!se- 
ful in introducing new products 
or expanding into new markets. 

Brokers— Brokers repre- 
sent insurance buyers rather 
than an insurance company. 
Brokerage finns work with 
insurance prospects to identify 
their insurance needs. The 
broker seeks out an insur- 
ance company that will meet the 
buyer's needs. Brokers resem- 
ble independent agents except 
that they represent the 
insurance buyer. 



The Structure 
of Insurance 
Operations 

Tho.se functions having 
DIRECT relationship to the 
consumer, have already been 
described. These include: 




Many other functions com- 
prise the network of operations 
not only to support the mar- 
keting and product develop- 
ment processes but to conduct 
all affairs of the or^ganization 
efficiently and economically 
toward maintaining a high 



quality of service to the policy- 
holders. These functions 
include: 
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Administration 

—issues policies 
—installs plans 
—audits policies 
—bills and collects premiums 
Legal staff 
—aids in designing coverages 
—keeps in step with 

regulations 
—handles claim litigation 
Investments 
—maintains the proper 

cash flow 
—achieves a balance in 
liquidity, high return and 
maximum security, from 
investments of premium 
income, reserves, and 
surplus 
Advertising and Public 
Relations 
—keeps up the company 

image 
—stimulates sales 
Actuarial 
—determines rates which are 
adequate, equitable and 
competitive, and calculates 
reserves 
Electronic Data Processing 
(EDP) 

Many companies have 
applied Electronic Computer 
Techniques to a wide range 
of functions— 
—keeping records 
—providing reports 
—rating and printing policies 
—budgeting and forecasting 
—management reporting 



and have installed claim pay- 
ment systems to facilitate the 
processing of large volumes of 
claims. There are at least three 
important advantages of com- 
puterized claim payment 

1. It produces a printed ex- 
planation of benefits form 
(EOB) which gives a clear 
and concise description of 
charges and benefits paid 
and also serves as a con- 
venient record of payment 

2. The computer performs 
the arithmetic calculation 
and also performs some 
edit checks on the in- 
formation keyed in by the 
operator. In this way,, 
errors on claim payments 
are significantly reduced. 

3. A complete record of the 
claim recorded on tape 
is used as input for 
accounting and statistical 
work. 

Staff Services 

Many other functions support 
insurance operations. In these 
functions people tend to a 
multitude of details and provide 
staff assistance. In addition to 
clerical services are many in- 
ternal planning, development 
and technical functions that 
include Human Resource 
Development (HRD) activities. 
Training and Education, Per- 
sonnel Services, S>'stems and 
Procedures, and Office 
Planning and Services. 



Other 

Operational 

Structures 

In order to market insurance 
products, administer claims and 
conduct business, the opera- 
tions network may vary. For 
example, most large insurers 
have a home office and branch 
offices. The branch office sys- 
tem is controlled exclusively by 
the insurer and is managed by 
a company employee. Activities 
of branch offices may include 
sales and claims processing, 
depending on company 
structure. 

In the past several years, 
some companies and employers 
have chosen to self-fund their 
own plans— particularly in life 
and health insurance. These 
non-insured plans of single 
employer groups fi^quently hire 
the services of third-party 
administrators (TPAs) to 
administer claims payments. 

Reinsurers are also a part 
of insurance company opera- 
tions. Reinsurance is a meai is 
of shifting part of the financial 
risk of one insurer to another. 
An insurer places part of the 
risk with a reinsurer ar.d pays 
a premium for the amount of 
risk to be assumed by the 
reinsurer. Reinsurance is 
insurance for insurers. 



Summary 

All of these fiinctions- in direct 
contact with the public and in 
supportive roles— present chal- 
lenges and rewards of great 
proportions for competent in- 
surance people. Insurance 
places high on the list of pro- 
fessional Cc^eers, furnishing 
high quality professional 
personal service in delivering 
the insurance product to the 
consumer, and fidfilling its 
obligation to society to protect 
both human and material 
resources. The main careers in 
insurance are presented in 
Chapter 7. 
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Test Yourself 



MitbA the phrase to the correct answer. 



1. 


Corporations owned by 


A. Agency system 




the poKcyhoIders 


B. Broter 




Corporations owned by 


C. Direct Selling System 




invars 


D. Advertising & Public 


3. 


A pure mutual concept 


Relations 


4. 


Independent or exclusive 


E. Mutual Insurers 


5. 


Producers are company 


F. Reciprocal Insurers 




employees 


G. Third-Party 


a 


Represent the insurance 


Administrators 




buyer 


H. EDP 


7, 


Modem recordkeeping 


L Actuarial Services 




system 


J. Stock Insurers 


8. 


Non-insured claims 


K Lloyds Insurers 




services 


L Reinsurance 


9. 


Insurance for insurers 
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Chapter 7 

Insurance 
Careers 




Actuary 

Advertising & 
Public Relations 
Specialist 

Agent 

Attorney 

Broker 

Claims Personnel 

Eledronic Data/ 
Computer Systems 
Specialist 

Field 

Representative 
Financial Specialist 



Group 

Representative 

Human Resource 

Development 

Specialist 

Insurance 
Consultant 

Librarian 

Marketing and 
Sales Personnel 

Medical & Health 
Care Professional 

Risk Manager 

Staff Assistant 

Third-Pai1y 
Administrator 

Underwriter 
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A/fer completion of Chapter 7, a student should 
be able to: 

.list the mam types of careers m the msur- 
ance industry 
. . . expUiin the mam tasks of each career type 



The insurance industry offers 
many responsible positions in a 
wide anciy of careers. Though 
there are many diverse positions 
specific to types of company, 
the first section of this chapter 
presents those positions com- 
mon to all insurers. Those 
positions specific to certain 
insurers are explained later in 
this chapter. 

Depending on one s interest 
education and experience, the 
insurance industry offers many 
career choices and opportuni- 
ties for career growth and 
challen^. 
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Major 

Insurance 

Careers 

Actuaries 

The actuary is an accredited, 
professionally trained person in 
insurance mathematics. Using 
mathematical and statistical 
information, the actuary cal- 
culates rates, reserves, and 
dividends. This person also 
mckes statistical studies and 
reports. The wori< of actuaries 
is key to the business of insur- 
ance because it focuses on 
analysis, forecasting and 
planning. Actuaries work with 
key personnel to ensure that 
company policy and practices 
are profitable. 

Advertising & 
Public Relations 
Specialists 

This type of work involves a 
variety of communications 
directed at policyholders and 
the insurance-buying public. 
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Persons in these fields may 
develop advertising campaigns, 
infonnational programs, press 
rdeases, booWets, reporb and 
speeches which promote a 
company's products and image. 

Attorneys 

Attorneys are involved in many 
aspects of the insurance busi- 
ness. Primarily they are 
important in helping to design 
sound iegal policies and con- 
tracts that conform to state and 
federal r^ulations. Attorneys 
also represent the company in 
all 1^ matters. 

Claims Personnel 

The claims personnel are 
kni'ATi by a variety of titles, 
depending on the type of com- 
pany and x^i\^ox{—msurmce 
adjustors, cbim correspon- 
dents, claims investigators, 
and ch^ examiners. No 
matter the title, all claims 
personnel ensure that the insur- 
ance company fulfills its 
contractual promises to provide 
protection. Claims personnel 
must be aware of the company 
policies, procedures and 
interpretations. The work in- 
cludes close communications 
wi*h the marketing and legal 
departments as well as medical 
staif and the medical 
community. 



Electronic Data/ 
Computer Systems 
Specialists 

The impact of computers on the 
insurance industry has created 
many career openings. Word 
processors, computer pro- 
grammers, system analysts, data 
processors and other related 
portions are central to the 
data storage, information pro- 
cessing and statistical needs of 
insurance companies. 

Financial 
Specialists 

A variety of financial specialists 
is needed to operate an insur- 
ance company. Among the 
main professional careers are: 
accountants, who are respon- 
sible fo** establishing and 
supervising a company's 
accounting and control pro- 
cedures as well as dealing with 
state and federal tax laws and 
regulations; economists, who 
provide data, information and 
forecasting about the relation of 
economic conditions to the 
insurance indushy; investment 
specialists, who fUmish service 
to their employers in relation to 
investing company funds in 
securities and real estate for a 
profitable return. 



Human Resource 

Development 

Specialists 

HRD staff may be responsible 
for a variety oi tasVs, depending 
on the size of a company. 
Some of these u?sks ^jTq hiring, 
company orientation skills train- 
ing, continuing education, and 
career development It is 
important for HRD staff to 
know their company philosophy 
and products and use this 
knowledge to strengthen the 
quality of work of all 
personnel. 

Marketing & Sales 
Personnel 

There are many types of sales 
and mari^eting personnel in the 
insurance industry. Several of 
them are described in Chapter 
6. No matter the title or the 
type of responsibility, these 
people operate in a highly 
competitive and changing 
mari^etplace to sell the p'*oducts 
and services of insurance 
conipanies. 

StalF Assistants 

Essential lo the internal 
operation of aO insurance com- 
panies are staff assistant ser- 
vices. These positions include 
secretaries, stenographers, 
receptionists, office managers, 
mailroom personnel and many 
related positions needed in 
all companies. 



Underwriters 

The underwriter is responsible 
for evaluating risk to determine 
the basis on which it will be 
acceptable to the insurer. 
Among the chief tasks of the 
underwriter are setting up rules 
to underwrite new and existing 
policyholders, reviewing 
evidence of insurability, and 
establishing basic premium 
rates that can be expected to 
produce a reasonable profit for 
a company. 

The career positions just 
described are the most common 
to all insurance companies. The 
next section describes related 
positions and those common tij 
specific types of insurers or 
organizations. 

Other 
Insurance- 
Related 
Careers 

Depending on the type of 
insurance products, size or 
organization of companies, 
many additional careers are 
available in the insurance 
industry. The most common 
of these are eiiplained below. 

Agents 

These persons represent insur- 
ance companies by analyzing 
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and advising consumers in 
relation to their insurance 
needs. Some agents work 
directly for a company and 
receive a r^ular salary and/or 
commissions; other agenst rep- 
resent several companies and 
receive ? commission for each 
sale made. To be an agent, 
a person must be licensed in 
the state in which he/she 
sells. 

Brokers 

BrOKers represent an individual 
or a group. Their function is to 
negotiate with an insurer for 
individual or group insurance 
for their client Brokers are 
usually involved in writing large 
group policies. 

Field 

Representatives 

Field representatives are a 
liaison between insurance com- 
panies and insurance agents 
and brokers who sell the com- 
pany's policies. They are 
responsible for maki.Tg sure 
agents and brokers understand 
important developments in the 
business as well as chan^ in 
company practices. These 
people work with many types of 
personalities and ftequentiy 
have contact with the public by 
^)eaking to organizations, 
groups, and schools. 



Group 

Representatives 

Group representatives are 
employed bv insurance com- 
panies to sell and service group 
plans written for employers and 
thdr employees. 

Insuiance 
Consultants 

Insurance Consultants operate 
independently, providing 
design, sales and service to 
employer groups. 

Librarians 

Most insurance companies need 
libraries which contain books 
and materials relating to the 
laws, research issues and pro- 
grams of insurers. The librarian 
assumes the duty of catalo^ng 
and maintaining the company 
library and providing informa- 
tion and matei als. 

Medical & Health 
Care Professionals 

Physicians, nurses, health 
educators, physical and voca- 
tional therapists are among the 
many health care specialists 
used in the life and health 
insurance industry. MediaM 
examinations for insurability, 
input into underwriting, wdl- 
ness programs, and rehabilita- 
tion programs are some of the 
important contributions made 
by iliese professioi;als. 
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Risk Managers 

These persons are usually 
employed by firms other than 
insurance companies to advise 
on the protection of ? com- 
pany's property, persoruiel and 
products. They seek to prevent 
or minimize losses due to 
property damage, inj.;ry or 
dar^rous products. 

Third-Party 
Adniinistrators 

These persons are hired by 
employers to administer group 
insurance plans. Large com- 
panies, associations or labor- 
mana^ment groups may fund 
thdr own insurance programs 
and employ the TPA to manage 
the program and process 
claims. 

As you can see from Chapter 
7, there are many challenging 
and interesting careers in tJ*ie 
insurance industry. As the 
insurance field grows and 
chan^, new careers develop 
and new opportunities become 
available. 
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Test Yourself 

Answer True or False. 



h Fidd llqpresentatives sell insurance. 

2. Few life and heaWi insurance OMnpanies hire medical 

3. Insurance brdcers and agents are the same thing. 

4. Risk managers determine the rates of insurance 

pdides. 

5. Tliin-'oai^ administrators are hired by self^nsured 

enq^oyers. 



Con^kte the /bOoivtig statements: 

6. The area of financial specialist includes what three profes- 
sional careers? , , and 



7. The underwriter evaluates to determine 

the basis of acceptaUe insuraMity. 

8. ensure that an insurance company fi 'fills 

its contxBctual promises to provide protectioa 

9. Rates, reserves and dividends are calculated by the 

10. Career positions rdated to data storage and information 

processing indude , , 

, and 
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Chapter 8 



Cafeteria Plans 
DRG 
ERISA 
Hospice Care 
HMO 

Managed Health 
Care 

Multi-line 
Products 

No-feult 
Jniurance 

PPA 

Unbundling 
Unisex 



The Challenges 
of Today's 
Insurance Industry 
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After completion of Chapter 8, a student sfiould 
be able to: 

. . . describe several new organizational and 
product developments in the insurance 
industry, 

. . . explain current thrusts of the health, life 
and property/casualty business. 

...list and explain fbe current challenges to 
the insurance industry. 

. . . name tiie major insurance educatim 
programs. 



The Current 
Scene 

The insurance industry is a 
challenging and changing busi- 
ness. In order to remain 
competitive, insurers must offer 
the types of service and 
products that meet the needs 
of society. As society and its 
laws change, new coverages 
and procedures are devdoped. 

The current insurance scene 
indicates that the move for low 
cost and convenient services us 
having impact on the organiza- 
tion of insurers. A number of 
iri5urc^nce companies have 
merged with another company 
and laiigc companies have 
acquired 6ma!^er ones. 
Diversification and thrust 
toward MULTI-LINE 
products have occurred in many 
companies. 



Insurance companies fre- 
quently offer a PACKAGE of 
policies for all of a family's 
insurance needs— property 
liability, life and health. Still 
other companies have UN- 
BUNDLED ser/ices to allow 
the buyer to pick and choose 
among services and prodrxis. 

As legislation on the federal 
and state level chan^^es. new 
products, coverages und rates 
will he developed. Some recent 
examples are: the Employee 
Retirement Income Security 
Act (ERISA) which affects 
prudent funding of pension 
plans; UNISEX LAWS that 
affect the rating of insurance 
by sex; NO-FAULT auto insur- 
ance in which state law affects 
auto-insurance products, and 
DRGs (Diagnostic Related 
Groups) by which the federal 
government attempts to estab- 
lish maximum hospitalization 
for specific medical services. 
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Let's take a closer look at 
insurance today. 

Health 
Insurance 

Health insurance is constantly 
affected by social, legal and 
medical changes. 

Cost containment of sky- 
rocketing health costs has 
aeated many new products and 
delivery systems. COINSUR- 
ANCE, described in Chapter 4, 
is one development to contain 
costs and minimize abuse of the 
health care system. 

Health Maintenance Or^i- 
zations (HMOs) and Preferred 
Provider Arrangements (PPAs) 
are two types of health insur- 
ance systems aimed at con- 
trolling costs, particularly those 
of hospitals and physicians. 
These systems are part of a new 
concept called MANAGED 
HEALTH CARE. 

Some insurers have devel- 
oped CAFETERIA PLANS 
which allow persons insured in 
group plans to choose for 
varying premiums the type of 
insurance coverage they want 
For example, a woman in her 
late forties may not wish 
vision care i:overage but would 
like a dentai plan for herself 
and her children. Costs are 
adjusted for what she chooses. 

Due to an increase in life 
expectancy and new techniques 
in rehabilitation, a greater 
demand has developed for long- 



tenn health care services. 
Nursing homes and rehabilita- 
tive centers are provider 
systems which challen^ health 
insurers for new products and 
services. 

The health insurance 
industry has been intensifying 
its efforts to motivate people 
to be concerned with health 
care and to educate them to use 
the medical care system effec- 
tively. Many concepts pur- 
sued by insurers— including 
wellness and fitness programs, 
surgical centers and same-day 
surgery, home health care, 
prevention and eariy detection 
of disease, second-opinion 
surgery, and HOSPICE CARE 
for the terminally ill. 

Life Insurance 

The Life part of our industry 
is adaptive to economic and 
social trends, such as inflation, 
increased employment of 
women, new family patterns, 
new income standards, new 
consumer marketing habits and 
increased life expectancy. 

The markeiplace, always 
competitive, is growing even 
more so. With increasing con- 
sumer awareness of high 
returns in the money market, 
the insurance industry is .seeing 
a future scene that is mai . t- 
oriented as well as client- 
oriented 

Among the most competitive 
products developed for a 



changing market are: 

Variabk Premium Life^ 

Policies are being designed 
featuring premiums that reflect 
economic expectations, mor- 
tality tables, investment yields 
and expenses. 

Indexed Life PoUcies- 
indexed Life Policies" adjust 
the fece amount of the policy 
according to the Consumer 
Price Ind'^, counteracting the 
native effects of inflation. 

Universal Life— There are 
life insurance policies in which 
the amount of interest, earned 
over a fixed guaranteed ,:ate, 
is paid on the cash value of 
the policy. With otJjers, the 
benefit increases or decreases 
according to investment results 
from assets invested in common 
stocks and otlier equity-type 
securities. 

Adjustable Sin^ 

Premium— An adjustable 
sin^e premium whole life policy 
is designed so that a policy- 
holder can use the cash value 
at a particular dme to buy 
paid-up life insurance— an 
attractive feature for people 
approaching retirement age. 

Variable Annuities— Vari- 
able Annuities provide a retire- 
ment income vwth a built-in 
hedge against inflation. 

Life Cyde Policies- This 
type of policy provides all the 
insurance needs of a policy- 
holder in a sin^e policy, in 
which coverage, premiums and 
face amount can change as 
life circumstances change. 



Property and 

Casualty 

Insurance 

Many new types of insurance 
have appeared in the property- 
casualty field, such as sky- 
jacking insurance, insurance to 
protect clients against the 
failure of securities brokers, 
insurance for mechanical break- 
down of new and used cars, 
and insurance protection for 
victims of mu^ng. 

Also on the scene are com- 
pulsory auto liability insurance 
ai^d compensation of crime 
victims for medical care 
expense. 

Challenges have recentiy 
come in the area of liability 
insurance to which the industry 
is responding. Product liability 
suits and medical malpractice 
suits have escalated heavily in 
the past several years. The 
insurance industry has been 
actively engaged in seeking to 
control these risks so that the 
consumer is not unjustly 
burdened. 

The areas of personal prop- 
erty and casualty insurance 
have responded to consumer 
needs by developing many types 
of choices at varying rates. 
Insurance premiums are 
assessed on a regular basis to 
ensure that the policyholder l 
adequately covered for current 
value— including the effect of 
inflation. 



Cost containment has been 
addressed, too, with such 
devices as deductibles for 
property insurance. 

Many insurers are now en- 
couraging the marking and 
videotaping of insured valu- 
ables. This practice increases 
the chance for recovery of lost 
or stolen items and helps to 
protect the policyholder by 
enabling more accurate 
replacement cost evaluation. 

Responding to 

Industry 

Challenges 

The insurance industry is 
faced with many challenges, as 
can be seen in the preceding 
chapters. Changes in society, 
life span, medical developments 
or life style aeate some of these 
challenges. Many times these 
challenges are met by new 
products and services which 
aid the consumer and society. 

Sometimes the challenges are 
the result of government action 
or government policy. The 
result may be the modification 
of products and policies to 
conform to ne^v laws. Other 
times the insurance industry is 
challenged to develop new 
product lines which are 
demanded by society. 

On other occasions social, 
political and demographic 
challenges occur that must be 
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met by an active commit- 
ment of various groups— the 
insurance companies, other 
businesses, lawmakers, 
medical and other professional 
groups. Some of th^ 
challenges include: 

AIDS— and other cata- 
strophic diseases which require 
research, services and cost- 
effective insunuice coverages 
woridng cooperatively. 

The Uninsured— those 
persons who for various reasons 
lack adequate health, retire- 
ment, auto or other insurance 
protection and may place a 
burden on society or them- 
selves. 

Excessive liability 

Judgment— which have 
resulted from an increasin^y 
litigious society and caused an 
increase in various insurance 
rates or availability of policies. 

The A^ng of America- 
causing an increase in the 
number of aging Americans and 
creating the need for new forms 
of personal insurance pro- 
tection. 

Consumer Demands— 
which grow and chan^ with 
social changes and create the 
need for providing new pro- 
ducts and insurance service 
delivery. 

These ai*e but some of the 
many continuing challen^ to 
the insurance industry. As in 
the past, industry leaders, 
insurance assodations and 
creative industry employees 
will address the challenges and 
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develop new products and 
services to protect society. 



This booklet is intended as 
an introduction to the business 
of insurance. To inaease your 
knowledge, skills or career 
potential, there are many insur- 
ance industry courses of study 
available to you. You can learn 
about them from an insurance 
company Training Director or 
Personnel Department or by 
writing directiy to the programs 
listed below. 

Among the major Insurance 
Education Programs are: 

The Health Insurance 
Association of America 
Insurance Education 
Program 

1025 Connecticut Avenue NW 
Washington, DC 20036 
202 223-7852 

Provides the most compre- 
hensive study courses deaJing 
with the Group Life and Health 
and Individual Health Insur- 
ance businesses. The technical 
and socio^onomic knowledge 
gained tiirough these courses 
is recognized for academic 
credit as well as continuing 
education credits for state 
licensing. 



Life Office Management 
Association (LOMA) 

5770 Power Ferry Road 
Atlanta, Georgia 30327 
404 951-1770 

Provides comprehensive 
courses in the area of the Life 
Insurance business and its 
management which lead to a 
Fellow Life Management 
Institute (FLMI) designation. 

Society of Actuaries 

500 Park Blvd. 
Itasca, IL 60143 
312 773-3010 

Provides the complete course 
of study for professional cer- 
tification as a life and health 
actuary. Completion of this 
rigorous program confers the 
title of Fellow of the SOA. 

Casualty Actuarial Society 

One Penn Plaza 
250 West 34th Street 
New York, NY 10119 
212 560-1018 

This complete course of study 
about property<:asualty actu- 
arial science leads to becoming 
a Fellow of CAS. 

International Cairns 
Association (ICA) 

c/o LOMA 

5770 Power Ferry Road 
Atlanta, Georgia 30327 
404 951-1770 

Sponsors an education pro- 
gram designed to provide 
students wiLN a thorough 
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understanding of claims 
administration in the life and 
health insurance industry. 
Certain courses in the HIAA, 
LOMA and CLU education 
program serve as prerequisites 
to enrollment 

The Insurance Institute of 
America; American Institute 
forPropert & Liability 
Unden^erb 

720 Providence Road 
Malvern, PA 19355 
215 644-2100 

The American Institute 
oversees the complete educa- 
tion program for the CPCU 
Program (chartered property- 
casualty under* riter). The IIA 
offers specialty associates 
study in property-casualty 
claims, underwriting, loss 
control and related areas. 

American CoDege 

270 Bryn Mawr Avenue 
Biyn Mawr, PA 19010 
215 8964500 

This complete education 
Program for Charter Life 
Underwriters (CLU) or 
Chartered Financial Consultant 
(ChFC) covers various areas of 
life insurance, finaiiual, 
pension and estate planning as 
well as mana^ment and 
underwriting. 

In addition to these insurance 
educati^ n programs, many 
other p*t;fessional organizations 
provide seminars, educational 
materials and newsletters to aid 
persons interested in keeping 
their knowledge of the insur- 
ance indusb^ up-t(Hlatc. 



Furthering 
Your 

Understanding 
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Test Yourself 



1. The current insurance scene includes all but which service 
development? 

A. Multiline products. 

B. Packaged policies. 

C. Stock brokerage services. 

D. Compaity merges. 

2. Which of the fdknviiig is NOT an effect of ^vemment inter- 
ventk)n oti the insurarKe iixlusuy: 

A. Unisex rate laws. 

B. CbM care I^istatioa 

C. No^t auto laws. 

D. DRGs. 

3. Effects cf cost containment efforts include which of the 
fdlowin^ 

LHMOs. 

n. PP. 

31. r^nce. 

A. I only 

B. fflonly 

C. I and n only 

D. I, n and m 

4. Match tiie following to the current insurance business: 

1. ^Wellness Programs 

2. ^Variable annuities 

3. ^Videotaping 



4^ 
5._ 
6^ 



_Ho^ice care 
_3Q!^cking insurance 
Jndexed Policies 



A. Health Insurance 

B. Life Insurance 

C. Property/Casualty 



5- Mark (D I'nie or (F) False. 

A, Social change affects the insurance industry. 

B. Consumer demand is generally unimportant in 



devekpng insurance produc 
The "Aging cf America" is mostly an issue for the 
Health Insurance ifidustiy. 
. There are three major Insurance Education 
Programs available to indus^y employees. 
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Staff assistants, 27 
Standard risk, 8 
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Stock insurers, 22 
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